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Abstract of thesis entitled: 
Factor Decomposition of Chinese Urban Income Inequality 
Submittd by Lok Ching To 
for the degree of Master of Philosophy 
at the Chinese University of Hong Kong in June 2002 
The People's Republic of China has undergone major systemic changes 
in both the agricultural and non-agricultural sectors since the economic reforms 
started in 1979. At the end of the 1970，s，economic reforms on the property 
rights of land and the dismantling of the commune system were introduced in the 
rural areas. As a result, the rural economic output rapidly increased. Reforms on 
industrial sectors were initiated in 1984. Fiscal decentralization has given the 
firms more freedom to make their own decisions on resource allocation and 
production. Autonomy in the determination of compensation increased workers' 
initiative. The economic reform apparently succeeded in the sense that China 
gained very rapid economic growth after the introduction of the reforms. 
However, from 1978 to 1990，the Gini coefficient of China raised from 0.2124 to 
0.3099 (World Bank, 1997). The problem of income inequality severely 
challenged the preservation of the economic reform. 
i 
This paper attempts to investigate the underlying factors induce to the 
urban income inequality in China in the second half of the 1980，s by 
decomposing overall urban income inequality into contribution by different 
sources of income. For the methodology, this paper adopts an extension of the 
framework of Shorrocks' decomposition rule (Shorrocks 1982). 1988-91 urban 
household data, which were collected in the SSB's urban household survey, will 
be applied. The contribution of each source of income will be further 
sub-categorized into between-region and within-region contributions. Under this 
skeleton, the following research questions are concerned: How intense was the 
urban income inequality? How did the composition of different income sources 
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The People's Republic of China has undergone crucial and systemic 
changes in both the agricultural and non-agricultural sectors since the 1979 
economic reforms. At the end of the 1970's, two systems were launched in the 
rural area. They are (1) economic reforms on the property rights of land and (2) 
the dismantling of the commune system. Besides achieving great 
accomplishment, the rural economic output was rapidly increased. Since 1984, 
the focus of reform has shifted from agricultural to industrial. Because of the 
fiscal decentralization, freedom of decision making on resource allocation and 
production has been granted to the firms. The workers gained more incentives 
from their work as a result of the autonomy in the determination of compensation. 
Hence, industrial reforms in the urban area brought an increase in the average 
income level of urban households. According to the official statistics between 
1978 and 1990, the Gini coefficient of China raised from 0.2124 to 0.3099 
(World Bank, 1997). One subsequent issue that we concerned most would be: 
Will the country pay a high price - a higher inequality of income - for the 
increase in the average obtainable income? Thus, it is not surprisingly that policy 
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makers, especially after the 1978 economic reforms, had paid much attention on 
the issues such as institutional transformations, amelioration of the intervention 
policy as well as aggravation of the existing inequality. (Khan, Griffin, Riskin 
and Renwei, 1999). 
The subject of uneven economic growth in the Chinese territories will be 
explored. Thanks to the location and resource endowments differences, provinces 
in China have benefited from the reforms to various extents. For instance, people 
in the coastal provinces possessed higher income compared to the households in 
the interior regions. Furthermore, according to the Chinese government's report 
on the provincial fiscal decentralization policy, regional differences should be 
more diverse. Therefore, government faced a new challenge that measures were 
urgently demanded to settle the conflicts between the economic growth and the 
income disparity. A guarantee on the minimal basic income became the duty of 
prime importance for the policy makers. Thus, level of inequality could be lower. 
In recent years, literature on issues of inequality in China has increased. 
However, researchers paid much more attention on the urban China research than 
that of the rural China. This paper attempts to provide different insights into the 
current understandings on urban income inequality. Also, the data set in this 
paper covers all major cities of China, so that the real national urban inequality 
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situation could be revealed. In the second half of the 1980s，the overall urban 
income inequality of China is highly related to the different income sources. 
Those income sources are complex. Nevertheless, it can be simplified by looking 
at components separately. The phenomenon of income inequality, then, can be 
looked into systematically. The contributions of each source of income will be 
further divided into between-region and within-region contributions. Under this 
framework, the following questions are concerned: 
1. Has the urban income inequality increased? 
2. Has the composition of different income sources altered? 
3. Which factors contributed to the overall urban inequality? 
The studies on the Chinese income determination and inequality have 
been under tremendous considerations. In general, three main aspects are 
covered: 
1. Sources of income and their impacts on overall inequality; 
2. Relations between household characteristics and income; and 
3. Regional inequality. 
3 
人 / Sources of income and their impacts on overall inequality 
Concerning the analysis of income determination and distribution, total 
income was commonly classified into categories in order to weight their 
respective contributions. Hussain, Lanjouw, and Stem (1994) analyzed 1986，s 
household data, which involved 28 urban provinces and 10 rural provinces. Total 
income was divided into 4 main sources. The total income of the urban 
households included: 
(1) Wage income; 
(2) Bonus income; 
(3) Irregular income; and 
(4) Miscellaneous income. 
The income of the households who lived in rural area was composed of: 
(1) Income from farming / forestry; 
(2) Income from household activity; 
(3) Income from manufacturing / construction; and 
(4) Miscellaneous income. 
Regarding the components of the urban income, wage income accounted 
for the largest proportion, which occupied about 70% of the total income. Bonus, 
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irregular, and miscellaneous incomes each had a share of around 10%. It was 
found that the percentage of wage income was relatively lower in the coastal area 
than the non-coastal area. In addition, it was predicted that the growth of bonus 
income would accelerate if the economic reforms were persistently implemented 
by China. 
Among the ingredients of the rural income, the income from farming or 
forestry was the most prominent. Even though the share of income from 
household activity varied across provinces, it was still regarded as an important 
income source in the more developed area. Income from manufacturing or 
construction mainly consisted of compensation from employment in township 
village enterprises (TVEs). The proportion of the income from manufacturing or 
construction was less than 10% in all the surveyed provinces. The percentage of 
the miscellaneous income also varied across provinces and was found to be about 
10%. 
Contribution to urban income inequality from each source has been 
estimated. Bonus and irregular incomes were found to be dis-equalizing: an 
increase in these two types of income would lead to an increase in overall 
inequality. Bonus and irregular incomes were expected to grow when China 
progressed to the market economy. Therefore, it was forecasted that the 
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inequality of urban income tended to go upward. When the rigid pre-reform 
period wage scheme came to an end，wage income could either equalize or 
reduce the inequality. Miscellaneous income inequality was diverse across 
provinces and it was regarded as insignificant. 
Concerning about the rural income inequality, an increase in income from 
farming or forestry reduced inequality. Miscellaneous income had a neutral effect 
on income distribution in general. Two factors contributed to the dis-equalizing 
effect. First, an increase in income from household (non-agriculture) activity 
(e.g., household enterprises) would intensify the inequality. Secondly, the 
dis-equalizing of income from manufacturing or construction (income from TVE 
employment) also worsened the situation. In fact, the second causal component 
for the inequality was not influential at all in most provinces, except in Jiangsu, 
where TVEs were highly developed. The above findings generated that the more 
extensive the rural nonagricultural activities, the higher the inequality of rural 
income would be. This prediction was consistent with the results found in Hare 
(1994). 
Aaberge and Li (1997) divided total household income into the following 
five basic income sources listed below. They used urban household data in 
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Liaoning and Sichuan during 1986-90 from the State Statistical Bureau's Urban 
Household Survey (UHS). 
1 • Wage earnings in state-owned units; 
2. Wage earnings in collective-owned units; 
3. Other income from work units; 
4. Income from current transfers; and 
5. Other income. 
Households under study were couples with one child. As the birth control 
policy was carried out in China, one-child family household was chosen for the 
survey. Further, this type of household was dominated - the majority - in the 
society. The wage earning in state-owned units was one of the determining factor 
for the income inequality. Without doubt, nearly all the urban labor force was 
devoted to the state-owned units at that time. Although wage earning in 
collective-owned units had an equalizing effect, which reduced inequality, the 
dis-equalizing effect from all other distribution income plus wage earning in 
state-owned units were so strong that they overwhelmed the counter-effect. 
Having approximately a neutral impact on income inequality, income from 
current transfers was quite evenly distributed. The share of other income in 
income determination and inequality was the modest. 
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In addition, it was discovered that the badly off households' predominant 
income sources included wage earning in collective-owned units and in 
state-owned units. Nevertheless, wage earning in state-owned units was the 
foremost income source of the rich households. 
According to the analysis of Gustafsson and Li (1997) for the urban and 
rural household data in 1988 in China, four types of income were identified, 
namely 
(1) Subsistence income; 
(2) Money income; 
(3) In kind income; and 
(4) Net transfer income. 
Among these four types of income, money income and subsistence 
income got a very salient proportion. Subsistence income was particularly 
momentous in the rural areas while money income was preeminent in the urban 
areas. Hence, it appeared that the status of the subsistence income as well as in 
kind income would drop (at least in a relative sense). Money income and perhaps 
also net transfer income was likely to increase. 
The effect of subsistence income was found inconsequential. Such effect 
could be a counter-force towards the inequality, i.e. an increase in the subsistence 
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income (keeping the structure of the income type constant) would lessen the 
inequality, vice versa. It was noticed that disparate distribution of money income 
should account for the overall inequality. In other words, the raise of money 
income would further widen the range of income distribution. This very 
dis-equalizing structure impact also prevailed in the in kind income, net transfer 
income and among the rest. Urban areas, then, were the districts under such 
influence. 
Khan and Riskin (1998) studied the levels and principal components of 
“ household income in both rural and urban China, as well as their changes 
between 1988 and 1995. Rural and urban incomes were broken down into eight 
components respectively. 
The eight components of rural income are as follows: 
1. Income from wages, pensions and other forms of labor compensation 
accruing to individual members of the household; 
2. Income, other than compensation for labor, accruing to individual 
household members from private, individual and joint venture enterprises, 
plus income from the collective welfare fund; 
3. Net income from farming; 
4. Net income from non-farm household enterprises and subsidiary 
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activities; 
5. Income from property; 
6. Rental value of owned housing; 
7. Net transfer from the state, local government and the remnants of the 
old collectives; and 
8. Other income. 
The three largest sources of rural income were (in descending order of 
importance): (a) income from farm production, (b) wages, and (c) rental value of 
owner-occupied housing. 
For urban income the eight components are as follows: 
1. Cash labor compensation from primary and secondary jobs of all 
working members of the household; 
2. Income of retired members; 
3. Income from private and individual enterprises owned/operated by the 
household; 
4. Income from property; 
5. Housing subsidy in kind; 
6. Other net subsidies; 
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7. Rental value of owner-occupied housing; and 
8. Other income. 
The three major sources of urban income covered (in descending order of 
importance) cash wages, income of retired members, and rental value of 
owner-occupied housing. 
Tsui (1998) employed time-series and cross-section rural household data 
of Guangdong and Sichuan in order to analyze rural income inequality. 
Household net income was sub-divided into 11 sources. Eventually, they were in 
turn reconstructed into 5 broader categories: 
1. Agricultural income, 
2. Non-agricultural income, 
3. Taxes and transfers, 
4. Remittance, and 
5. Other incomes. 
It was noticed that the relative contribution of nonagricultural income 
was similar to that of agricultural income over time. Nevertheless, the 
significance of agriculture still existed. 
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1.2 Relations between household characteristics and income 
Household characteristics were closely related to income determination 
and inequality. Knight and Song (1991) formed an income function for urban 
household heads in 1986. They tried to link the level of income with educational 
level, occupational group, age group, sex, and ownership form of employer. The 
correlation between educational level and payment was found to be tight. 
Progressively increase in salary indirectly provided oneself an opportunity to 
seek a better-offered job. Age and seniority were factors that should not be 
ignored. Sex discrimination was found in the sense that there was crowding of 
women in the lower-paying collective sector. Discrimination was so severe that 
middle-aged or old women were not being considered during recruitment. This 
suggested that young women who were subject to less discrimination were the 
target candidates for the employment. In short, only young women could be 
promoted and accessed to the high-paid jobs. Regarding the ownership form of 
employer, higher remuneration was expected in state enterprises than in 
collective enterprises. Also, individuals who worked in the joint ventures or 
self-employed were found to receive higher income. 
Gustafsson and Li (1998) also evaluated the income function for 
households by using several household characteristics. Unfortunately, the 
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representative of these characteristics was very limited. The under-investigated 
characteristics were influenced by amply external variables, such as household 
type, educational level, working unit's ownership and Communist party 
membership. 
1. Household type: Adults or couples without children were better off 
than couples with one or two children and they in turn were better off 
than couples with more children and other types of households. 
2. Educational level: Mean equivalent income increased with the 
education of the working member. Thus there were financial incentives 
for obtaining a longer education in China. 
3. Working unit's ownership: Equivalent income was highest among 
those employed in the state-owned sector, thus there were incentives for 
individuals to seek employment in the state sector. 
4. Communist party membership: Persons belonging to a household 
where the head was a member of the Communist party had a much higher 
income than the rest of the population. 
Inequality was mainly due to individual variations of the within-group. 
Within-group referred to the party who shared the same characteristics. 
Within-group inequality was particularly low. Two groups were identified. The 
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first group was those people who had the highest educated household heads. 
Second group people's household heads were only employed in the state-owned 
sector. Between-group inequality was found to be relatively more important in 
working unit's ownership and occupation of household head, compared with 
other characteristics. 
1.3 Regional inequality 
Another substantial aspect contributed to the Chinese income inequality 
is the income level differences in different regions. Knight and Song (1991) 
claimed that regional urban income differentiation was tiny in 1986 (there was a 
low inequality across provinces), due to a compressed wage structure. 
Nevertheless, urban income in developed areas (internationally open or 
domestic-orientated) was higher than that in other areas, as was naturally 
expected. 
Hussain, Lanjouw, and Stern (1994) observed that in 1986, rural income 
inequality was larger than urban income inequality in China. Within the urban 
area, high inequality was found in some interior, poor provinces whereas in 
coastal provinces lower inequality occurred. Spatial area, such as province, was 
used as one of the measuring units for the inequality. It was found that inequality 
for both urban and rural areas was mainly intra-provincial. Inter-provincial 
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inequality, while small, was dominated in the rural areas. 
Chen and Fleisher (1996) computed the growth rates of provincial output 
of the post-reform era of China. They adopted an augmented Solow growth 
model with cross-section and panel data. Convergence of growth rates in 
different provinces was checked, and the effects caused by various variables on 
convergence were estimated and tested. Major determinants of provincial growth 
rates were identified. 
Unconditional and conditional convergence of production per capita 
across provinces was examined through the verification of an econometric model 
(adapted from the Solow growth model). To test the unconditional convergence, 
one key question should be considered: Was there a tendency for average 
production per capita to approach the same level across all provinces? If we want 
to test for conditional convergence, another question should be asked: Did 
provincial production per capita tend to converge to a different level in each 
province? 
Data involved in the current investigation were the annual statistics at the 
provincial level of 25 provinces. This data set covered centrally administered 
municipalities during the period 1978-1993. The hypothesis would be that there 
existed only weak evidence of unconditional convergence of provincial output 
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because the convergence rate, A, was extremely small (though positive), 
implying that the convergence process was very slow and that it would take a 
very long period of time to eliminate inter-provincial output gaps. 
Tsui (1996) explored the trend of the interprovincial inequality in the 
post-1978 reform era in China and the factors behind the dynamics of 
interprovincial inequality. Concerning the primary sector, major 
decollectivization reform of the agricultural sector was completed by around 
1983. Therefore, it was not a fatal factor for the inequality as the weight of the 
agricultural sector was quite trivial. 
In general, previous findings showed that the secondary sector had a 
predominant impact on the interprovincial inequality. The factor inequality 
weights of this sector first declined and then increased. The far-reaching urban 
industrial reforms were introduced nationwide in 1984. This year, thus, was 
turning point. The initial declining trend might be due to the reorientation of the 
industrial sector from the production of heavy industrial goods towards the 
production of light industrial goods, causing a decline in overall inequality. Two 
reasons accounted for the upturn of the trend after 1984: (1) a faster growth of 
the industrial sector in richer provinces after the enterprise was granted more 
autonomy in all provinces; and (2) the non-state industrial sector grew faster in 
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the richer coastal provinces. 
Examining the tertiary sector, its relative factor inequality weight showed 
an increasing time trend. The favorite factors included the flourishing provincial 
service sector, the economic blooming, and investment confidence in the highly 
developed wealthy provinces' service sector. 
Identical factor decomposition exercise used repeatedly with two income 
statistics in the socialist national accounting system: national income (NMP) and 
national income utilized (NIU), so the relative importance of budgetary transfers 
and interregional flow of resources in shaping interprovincial inequality could be 
determined. NMP is equal to gross output minus material cost and it is the sum 
of the net material products of five material production sectors: agriculture 
(NMPi), industry (NMP2), construction (NMP3), transportation (NMP4), and 
commerce (NMP5). The difference between provincial NIU and NMP is the net 
import value {T=NIU-NMP) of a province. T is the net inflow of resources into a 
province. NIU is made up of six components, that is, NIU=NMP/+... +NMP5+T. 
The significance of this decomposition exercise was that the trend of 
relative factor inequality weight of interprovincial resource flows (7) could be 
found. For many years, negative values were assumed for this weight, indicating 
that transfers reduced interprovincial inequality (probably due to governmental 
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transfer from rich provinces to poor provinces in the early 1980s). The equalizing 
effect of transfer declined over time. Unexpectedly, its weight became positive in 
late 1980s, due to fiscal decentralization and foreign investors' preference to 
coastal provinces. 
Aaberge and Li (1997) found that urban income inequality in Liaoning 
and Sichuan increased during 1985-1988, and then fell slightly between 1988 
and 1990. Rural areas got similar trend. Tsui (1998) claimed that rural income 
inequality in Guangdong and Sichuan went up between 1985 and 1988, and then 
decreased slightly between 1988 and 1990. According to these two studies, one 
might conjecture that Sichuan's trend on income inequality for both urban and 
rural areas was alike. The high inequality in the rural area was maintained over 
the second half of the 1980s, though results of a single province should not be 
used to generalize the situation for China as a whole. 
Gustafsson and Li (1997，1998) showed that the average household 
income in rural areas was merely around 58% of that in urban areas in 1988. 
Also, income was examined. Both rural and urban coastal region households got 
higher income than that in the central and western counterparts. Inequality 
existed in the urban area of China. Such inequality then extended to the other 
rural Chinese territories. The large disparity in income between rural and urban 
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areas reflected that the whole China faced the problem of unequal income 
distribution. In rural areas, the western belt had the lowest inequality, followed 
by the central belt. The coastal belt had the highest inequality. In urban areas, the 
smallest urban inequality was reported in the urban central belt while the highest 
inequality was in the coastal belt. Using average equivalent income as an 
indicator of well-being, regions could be ranked as follows (from the highest 
income to the lowest income): urban coast, urban west, urban central, rural coast, 
rural central, rural west. For the urban area separately, the ranking of the three 
broad regions in income level was the same as their ranking in income inequality. 
Similar pattern was found in the rural area. However, this pattern could not stand 
when rural areas were compared with urban areas simultaneously. Even urban 
areas had a higher average income than rural areas; the urban areas also had a 
lower income inequality. 
Regression analysis showed that location variables per se played a very 
large role in determining income level. Results showed that there were extremely 
high incentives for rural households to migrate to urban areas. Motives that urban 
households resist to accommodate in the coastal belt also exist. Such effect was 
relatively smaller than for rural-urban migration. This implicated that more rural 
to urban migration took placed in China if the restriction on geographical 
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mobility were lesser. 
The imbalanced urban-rural development attributed to urban-rural income 
differentials. It caused about one-third of total inequality in China as a whole. 
Because the majority of the population was living in rural areas, and the 
inequality was larger there than the urban areas, much of the inequality in China 
were rural inequality. Breaking down the sample into three "belts", however, 
resulted in a much smaller component of "between-group" inequality. This 
implied that the urban-rural dimension was more important in terms of Chinese 
inequality than the broad regional dimension. Khan and Riskin (1998) obtained 
similar results in years 1988 and 1995. For China, inequality between urban and 
rural areas influenced both regions. Income redistribution in favor of the rural 
economy was shown to be inequality-reducing. 
Empirical results from Tsui (1998) argued that between-region income 
source components were quite sensitive to the location of the spatial units (e.g., 
provinces or counties). Therefore, inequality-reducing policies targeting only the 
broad regions (e.g., eastern, central, and western regions) might not be effective 
in reducing overall inequalities. Formulation of micro-level equalizing policies 
was demanded because of the intra-regional disparities problem. Nevertheless, 
lump-sum grants to provinces were not desirable. 
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Khan and Riskin (1998) found that for both rural and urban areas income 
inequality exhibited a sharp increase between 1988 and 1995. The rise in urban 
inequality was proportionately higher than the increase in rural inequality over 
the same period. However, rural areas had a higher degree of inequality in 1995. 
The increase in rural inequality was on account of the change in the composition 
of income - i.e., a rise in the share of the more unequally distributed 
components - rather than an increase in unequal distribution of the individual 
components. On the other hand, the increased inequality in urban area caused 
entirely greater uneven distribution of individual income components. While 
annual changes in income distribution during 1990-1995 were not reported, the 
first half of the 1990s might be regarded as a period of inequality acceleration. 
Lee (2000) used per capita GVIAO ‘ and per capita consumption to 
examine whether the dominant sources of China's regional inequality have 
changed since the early 1980，s. Tsui (1993) decomposed the overall inequality 
into the interprovincial, intraprovincial, intrarural, intraurban, and rural-urban 
levels. However, Lee generated different results from Tsui's. Tsui (1993) claimed 
that the intraprovincial inequality was relatively predominant in entire China 
than in the regional inequality. The interprovincial inequality, on the other hand, 
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was by no means a major source of regional inequality. Moreover, the disparity 
among the coastal, central, and western regions was insignificant while the 
variance within the coast was substantial. The rural-urban inequality accounted 
for the large share of intraprovincial inequality. In fact, it was the most important 
source of the overall inequality. Neither the intrarural nor the intraurban 
inequality was the crucial factor. Lee (2000) demonstrated more recent data of 
1994. He showed that the dominant sources of overall regional inequality in 
output switched from the intraprovincial to interprovincial inequality, from the 
rural-urban to intrarural inequality, and also from the disparity within the coast to 
between the coast and the interior. In the case of consumption, however, the 
overall regional inequality consisted of the intraprovincial inequality, the 
rural-urban inequality, and the disparity within the coast. 
Majority of literature discussed above related to the Chinese rural 
inequality. Leaving unchecked, the statistical information was inadequate as 
mainly rural population was involved. This paper tries to provoke and grasp 
some insights on the topics of Chinese urban inequality. Issues will be discussed 
concerning the period in which ten years, 1988 to 1991, after the economic 
reform launched. The research questions will be examined including: have the 
‘ G V I A O , gross value of output, is a proxy for income as the lack of available of the data. (Lee, 
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urban income inequality increased? And what was the change of income 
inequality in different provinces? Has the composition of different income 
sources changed? And how did it changed? What are the major factors of the 
overall urban inequality? And what was the impact of these factors? 
In this paper, I adopt the method developed by Tsui (1998), which 
decomposes the overall urban income inequality into contributions by different 
sources of income. This framework will be introduced in Section 2 along with 
the introduction of the household survey, and its data will be used in this paper as 
well. Section 3 of the paper presents the empirical results. Section 4 discusses the 
results and the corresponding policy implications. The final Section summarizes 




Data and Methodology 
2.1 Data 
In the current study, the urban household survey data of all provinces in 
China (except Tibet), which was collected by the Urban Household Survey Team 
of the State Statistical Bureau, are going to be investigated. The household 
survey data covers information on different sources of income received by each 
household in 1988, 1989，1990 and 1991 respectively ^ The number of 
households for each province is summarized in Table 1. 
2.1.1 The Concept of Urban Household Survey 
It is a survey on the socio-economic activity targeted on the urban 
inhabitant. The term "urban household", which is not broadly indicated as a 
family unit or an inhabitant, is an economic unit formed by a group of people 
who consume and inhabit together with shared revenue and expenditure. No 
matter kinship and marriage connections between inhabitants are found or not, 
“ A t the initial stage of this study, the latest urban household survey data I can access covered the 
period of 1986-92 only. From 1988-91, the questionnaire of the survey was identical. As a result, 
I utilized data from 1988-91 in my study due to their consistency for comparison. 
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the member of each inhabitant is an active member of the socio-economic 
activity in the country relation. 
Both the vocational and non-vocational inhabitants from all works of life 
in the China are the potential subjects for the current survey, except foreign 
inhabitants, single collective residents and soldiers in the barracks. 
2.1.2 The Function and Significance of Urban household Survey 
As an integrated socio-economic survey, its role on the examination of 
the socio-economic life of China becomes more important than before. Integrated 
the current situation in China with the reports on the Statistical 
Methods/Implications of the National Inhabitant Survey by the Statistics 
Division of the United Nations Secretariat, the functions and purposes of the 
Urban Inhabitant Survey are summarized as follows: 
1. Provide information for the housing condition of the residents from the 
studies on population, occupation and life of the urban inhabitant. 
2. Provide reliable references to generate resources allocation index in 
order to facilitate future reforms on the national resources allocation and 
income distribution from the studies of the urban inhabitant income. 
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3. Contribute reliable data to the government and the Communist party 
for the constitution and evaluation of relevant social and financial 
policies and macro-economic control through studying the expenditure 
power and consumption pattern, which accurately reflects the living 
condition of the residents. 
4. Provide guidance for the rational consumption to urban inhabitants; 
arrange consumption good production and market supply; predict the 
market demand by investigating the consumption pattern of the 
commercial good and the universality of the durable good. 
5. Supply data for the residents' cost of living index. 
6. Offer latest information and uncover new problems on the residents' 
living condition in order to improve the living condition of the people by 
formulating new policies and measures. 
2.1.3 The history of the national household survey 
Before the Liberation, the Kuomintang Government had not conducted 
any national inhabitant survey. Only limited and fragile small scale surveys were 
organized by certain scholars and social voluntary organizations. The first survey 
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took place in 1923-1924，which was conducted by Professor Chan Tak from the 
Tsinghua University. This survey contained 91 inhabitants who lived near the 
school campus. The occupations of the subjects included rickshaw drivers, 
teachers or workers. This survey aimed at investigating the living costs of the 
residents. One of the relatively large-scale surveys was conducted in 1942-1943 
respectively. The organizer was the Department of Social Science in the Jin Ling 
University. The research subjects were the working families in the ChengDu. 556 
inhabitants were investigated. The revenue and expenditure was put to each 
family's account from July 1942 to June 1943. 
After the Liberation, the party and government were deeply concerned 
about the living condition of labor or the working class family. Since 1955, the 
national survey on the life of the labor family had set up. With 3 years of difficult 
time and the Cultural Revolution, the survey was compelled to put an end. 
However, after the Third Plenum of the 11 Party Congress, the government and 
party devoted much attention on the conditions of the working class: income, 
burden and family demands etc. 
In April 1980, the State Council approved the report on "The Issue on the 
Staff for the Renewal of the Working Family Life Survey" from 5 governmental 
departments included the State Statistical Bureau, the National Labor Division 
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etc. The study on the working family life was allowed to resume. The number of 
staff involved, in the key survey city, increased to 460. They were regarded as a 
group of executive committee of the government. The locality was responsible 
for the total expense of administration for the survey. 
This is the first time that an all-rounded working-family survey was 
developed. Hence, the National Statistic Division made particular arrangements 
on the working family survey in May 1980. They adopted the method of 
"categorized spots selection, equidistant sampling". The samples of the study 
were randomly selected from 126 cities and 26 provinces. Within the samples, 
200,000 working class families were chosen for the study once only. The survey 
mainly emphasized on the general situation of the family. 15000 residents were 
picked up to do the longitudinal account keeping regularly. The families chosen 
for this task were required to record their daily revenues and expenditures. For 
the accuracy, researchers were assigned to provide assistances to the subjects. 
The ratio was one researcher to approximately 15-20 subjects. Their 
responsibilities included providing guidance on account keep as well as 
organizing and collecting the records. Then, a basic network of working-class 
survey had been established. 
In 1983, the rural and urban survey team was established by the approval 
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of the State Council and the State Statistical Bureau. In 1984, the urban survey 
teams were formed in different provinces, cities and autonomous regions. The 
subjects of the survey extended from working-class family to urban inhabitants. 
At the end of 1990，420 cities and provinces and 35,000 residents in total were 
involved in the regular study. (The supplementary subjects reached 42,000 
inhabitants in both the cities and provinces) A new era of urban inhabitant survey 
had begun in China. A more advanced survey network established and 
modernized by using data processing system. As the result, the urban inhabitant 
survey would be in great success with the development and reformation of the 
economic system. 
2,1.4 Sample Collection in the Urban Inhabitants survey 
The target of the Urban Household Survey is the non-agricultural family. 
Because of the huge territories in China, 60,000,000 households lived in more 
than 500 cites and 2000 provinces. It is impossible to conduct entire observation. 
In addition, importance sampling and typical investigation could not generate the 
marcoforecast. Thus, the sample survey is more suitable. Sample survey can be 
sub-categorized into various measures. First, a single phrase sample survey can 
be considered. Nevertheless, it is difficult and impossible to set the sample 
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boundary from over 60,000,000 family units. It is not economical for 
organization and data collection when the samples distribute diversely in the 
country. Thirdly, the government cannot handle all the required expenses and 
numerous human resources from this type survey. To conclude, multistage, 
categorized equidistant second-stage sample survey is adopted in China. 
2,1.5 The selection first phase specimen sample 
The first stage involves the selection of the sample city (this methodology 
was widely adopted in 1980). All the cities and provinces are divided into 3 types 
according to size: big, medium and small. (Cities, which contain more than 
1,000,000 non-agricultural families, are associated as big cities. Medium cities 
contain about 500,000-1,000,000 families and small cities had 500,000 families.) 
These three types of cities are further sub-divided into 6 categories. The workers' 
average salaries are ranked according to their working years. Hence, the 
equidistant samples are selected after calculating the cumulative number workers 
in total. A "sample distant" refers to the method that one city is chosen from 
every unit with 1,000,000 workers. The first city is chosen in the core of the 
"sample distant". Then, every sample city is selected, afterward, according to 
"sample distant". The selected cities are the subjects of the survey. Provinces are 
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not ignored as they have preference, and automatically be selected, if they were 
similar to the chosen cities. In 1990, total 167 cities and 59 provinces were 
selected. (Among all the selective provinces in 1986, 21 of them were chosen to 
be county city or cities of province jurisdiction). This is the methodology of the 
categorized spots selection, equidistant sampling. 
The second stage: street sampling. First, the streets used in 
non-agricultural purpose of every sample city are mapped by the one district one 
unit principle. Sample distance is calculated according to the population of the 
non-agricultural residents. Next, the core of the first sample distance is the 
starting point for the next sample distance. (This stage is not applicable to the 
medium and small cities) 
The third is on the resident counsel of the selection. First, calculate the 
sample distance from the general survey street chart of resident counsel of the 
selection. After the calculation of the sample distance, the resident counsel of the 
selection will be selected from the core of the first sample distant. 
In stage four, the sample residents are chosen. The resident counsel of the 
selection calculates the sample distance according to strokes of the surname or 
the house number of the non-agricultural residents. They then rank the estimated 
sample residents chronologically. The first sample, which is the subject of the 
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urban inhabitant survey, is chosen in the middle of the first sample distance. 
Concerning about the first observation sampling, the rate of statistic error 
should not be excess 3% in average and the reliability should reach 95.45% at 
minimal. In addition, the consumption of human resource and capital should be 
economical. According to previous experience, the required samples are 300 
residents in provinces and cities, 700-850 residents in medium and small cities as 
well as 1000-12000 residents in big cities. Beijing, Tianjin and Shanghai, which 
are cities of direct jurisdiction, account for 2500 residents. 15,500,000 sample 
residents are selected in the country (locality were not included). It occupies 
2.6% of the residency in all the cities in China. 
2.1.6 Second Observation Sampling 
The second observation samples in the urban household survey (regular 
studied residents) are based on the first observation samples. The samples are 
selected proportionally, around a quarter or one fifth of the total samples from 
the first observation. In present, the total number of regularly studied residents is 
350,000. The methods used are as follows, 
1. Rank the first observation samples according to the average income 
level of the residents and divide them into 5 groups (5 absolute income 
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sequences). 
2. Calculate the ratio of different groups. 
3. Multiply the number of regular studied income residents (second 
observation sample) to the ratio of different groups. The product 
calculated is the required number of subjects for the study. 
4. Select the samples randomly from each group of first observation 
samples. The regular salary recorded residents are then selected. (A 
second observation sample is a quarter of, around 300 residents, the first 
observation samples). 
2.1.7 The Assessment of the Representativeness of the Sample 
Sample, which is a partial, reflects the totality. Nevertheless, because of 
the randomness of the sampling method, there is discrepancy between the results 
gathered in the current survey. As the index of the totality is unknown, the 
representativeness of the results for the whole population is questionable no 
matter what the results are. Hence, the assessment of the representativeness of 
the sampling is important. It is defined as the method and the mean to measure 
and assess the representativeness of the sampling of the whole figures. 
In fact, there are many ways for the assessment of the sampling, two 
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methods are introduced here: The examination of the random sampling error and 
the comparison method. 
1. The examination of the random sampling error: it is used to calculate 
the average error rate and assess the maximum error rate of the 
representativeness of the estimated sampling. The smaller the error rate, 
the more the representative of the sampling and vice versa. Virtually, this 
method employs the equations of the error rate: N X . For instance, the 
above formula is used to calculate the average living cost of a person. If 
A/X < ±3%, the representativeness of the sampling is significant. If the 
samples' representativeness is invalid, practically, the error rate of 
different major indicators can be calculated separately. (Note: A 
represents the maximum error rate) 
2. The comparison method: It refers to the comparison between certain 
characteristics on the totality of the data, which is collected by various 
means, to the results from the random samples survey. The degree of 
difference reflects the representativeness of the examined samples. For 
example, the index of the average family population, the average income 
of the workers and the inhabitant currency receipt can be compared with 
the entire statistics figures of the population and labor wages. After the 
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comparison, the degree of the error rate is generated. It is important to 
note that the base for the comparison between the samples in the survey 
and the indicator of the entire statistic figures should be comparable, or 
the results are meaningless. 
2.1.8 The Glossary of the Statistics of Urban Inhabitant Survey 
1. Employment: The ratio of the number of family members to the 
number of labor in the family. 
2. Unemployment ratio: The ratio of unemployed members to the ratio of 
employed members in the family. 
3. Number of Investigated Household'. The total number account-keeping 
households for the survey. 
4. The Total Number of Family Members: It refers to the family members 
who are economically interdependent and accommodated together. 
Incomes and expenditures of all the family members are included. 
5. The Net Income: The income remains after the deduction of the 
individual income tax. The formula is: The Net Income = Real Income -
Income Tax - The Secondary Expenditure - Allowance. 
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6. The Total Income'. It refers to the real wages of the investigated 
residents. Loans are excluded, such as withdrawal from saving account, 
debts from relatives, interests from loans and temporary receipts. 
7. The Income from the State-owned Unit. The total income earned by the 
investigated inhabitants who work in the state-owned unit, organization, 
agency and groups. The income includes hourly wages, unit price, bonus, 
allowance, overtime wages, and any other extra income. 
8. The Income from the Collective-owned Unit: The total income earned 
by the investigated inhabitants who work in the collective-owned unit, 
organization, agency and groups. The income includes hourly wages, unit 
price, bonus, allowance, overtime wages, and any other extra income. 
9. Net Revenue from Individual-owned Business.. Individual-owned 
business refers to the owners and self-employers possess the business 
license. The Net Revenue equals to the total revenue minus the 
production cost and business tax. 
10. Income from the Retired: It refers to the income received by the 
retired members. The income comes from his self-owned business, 
pervious employment or other sources except the pension fund. 
11. Additional Income: It refers to the total income from the additional 
36 
working labor. 
12. Income from Additional Profession: It refers to the income from the 
part-time and sideline such as the author's remuneration, tutorial fees. 
13. Revenue from the Properties: It includes interests from the savings 
and loan capital, stock dividend, bonus and rental payment from the 
assets. 
14. Transferred Income: It includes incomes from pension fund, price 
subsidy, present, share board allowance, tips and sale of asset. 
15. Expenditure on the Consumer Goods: The households' expenditures 
on both consumer goods and services basically include medical care 
payment; transportation fees; entertainment, education and cultural 
service fare, accommodation fees, miscellaneous goods and services. 
Specifically, expenditures on consumer goods refer to the money spent in 
shop, market, catering trade and canteen as well as direct consumption of 
products from factory and farm. There are also expenditures for service 
consumption: repair charge, machining charges, barber and beauty 
treatment fee, governess fee, service charge etc. 
16. Food Consumption Expenditure: Residents spend money to get 
necessary nutrition for the body maintenance and satisfy their special 
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liking for drink and food. Their consumption includes foods from shops, 
markets, canteens, catering business which provides staple food, 
non-stable foodstuff, cigarette, smoke and alcohol, beverage, preserved 
fresh fruits, sweetmeats, pastry and dairy product. 
2.1.9 Definitions for the 16 sources of income 
In the present research, 16 sources of household monthly cash incomes 
(yuan) are selected and grouped in order to fulfill our research purposes, 
[al] Standard fixed wage from state-owned units; 
[a2] Floating wage, hourly-based wage and piece-based wage from 
state-owned units; 
[a3] All kinds of bonuses from state-owned units; 
[a4] All kinds of subsidies and levies from state-owned units; 
[a5] Other wage including overtime compensation from state-owned 
units; 
[bl] Standard wage from collective-owned units; 
[b2] Floating wage, hourly-based and piece-based wages from 
collective-owned units; 
[b3] All kinds of bonuses from collective-owned units; 
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[M] All kinds of subsidies and levies from collective-owned units; 
[b5] Other wage including overtime pay collective-owned units; 
[el] Income from private and individual enterprises owned or operated by 
household; 
[i 1 ] Income from interest; 
[12] Income from dividend; 
[13] Income from other investment; 
[j 1 ] Pension income of retirement; 
[j2] Price compensation. 
The above 16 income sources are then further combined into five broader 
categories. Income from state-owned units is the sum of al-a5. Income from 
collective-owned units is the sum of bl-b5. Income obtained from private 
enterprise is equal to el . Income earned from property is equal to the sum of i l , 
i2 and i3. Finally, income from transfer represents the sum of j 1 and j2. 
2.2 Methodology and Limitation 
2.2.1 Methodology 
Among the conventional inequality measures in the Chinese urban 
inequality literature, the Gini coefficient, of course, is the most commonly used 
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inequality index. The Gini coefficient, which was derived from the Lorenz curve, 
revealed the average difference between all possible pairs of incomes in the 
population. The Gini coefficient is well suited to compare countries with each 
other through time. However, instead of Gini coefficient, Theil index, which was 
derived from the theory of information, was used in this study. Under the entropy 
concept, if all incomes are equal, Theil index will be zero. When the dispersion 
grows about the mean, Theil index increases. One major contribution of this 
paper is to evaluate the importance of different sources of income to overall 
inequality by decomposing the overall inequality into its between-regions and 
within-regions components. Decomposability becomes a crucial concern on the 
decision of choosing the most effective inequality index. The performance of 
Theil index on decomposability overwhelms that of Gini coefficient. The Theil 
index possesses property known as linear decomposability. If an individual is 
assigned to a group in a mutually exclusive way, the inequality of the society as a 
whole can be expressed in terms of a component occurring within each of the 
groups and a component occurring between the average values of the groups. 'A 
decomposition of inequality into 'within' and ‘between’ components is not 
possible for the Gini coefficient but it is possible for the Theil index of 
inequality' (Knight and Song, 1993). Indeed, Gini coefficient can only be 
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decomposed if the constituent subgroups are 'non-overlapping' in the sense that 
the subgroups are arranged strictly in the income level order. In this paper, I 
adopt the Theil index measures on inequality as our data set is based on 
observations of individual households. Theil index can be used to assess the 
relative importance of inequalities between and within groups while Gini 
coefficient cannot fulfill this requirement. 
Tsui's model (1998), which was an extension of Shorrocks's 
decomposition rule (Shorrocks, 1982), is applied in this study. Let us take a look 
at the K sources of income and G regions. In particular, region g, we have Ng 
households. First, several variables are defined: 
/ \ 
� I 
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where Ng is the number of households in a region g and is an Ng 一 
dimensional vector whose /th element, X, , is some measure of the kth. source 
of income of the /th household in the gth region (in this paper it is the cash 




which is a "-dimensional vector containing the incomes of all the 
households from the 射h source. 
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which is an Ng- dimensional vector whose /th element is the total income 
of the /th household in g region. And, 
/ \ x^ , 
x = ； = j y , k = U ” . ” K ’ (4) 
k=\ 
y 
where x is the vector of total incomes. 
In this paper, Theil's entropy measure is selected for the overall urban 
income inequality: 
1 " � ’ r m ) 人’ 
where N is the total number of household. Ng = the number of households 
in a region g. is the cash income from Ath source of income of the /th 
household in the gth region, m is the overall mean income. 
Theil index has a range of (0,oo). The inequality measured increases as 
the Theil index increases from 0 to oo. We can also note that the size of the Theil 
index depends on the ratio of m and x^, only; i.e. if the difference between m 
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and X办 is 0, Theil index will become 0 too. It represents the situation of total 
egalitarian in terms of income in the urban areas in China. If the difference 
between m and x炉 exits, especially the difference becoming larger, Theil index 
will also become larger representing the increase of inequality in the Chinese 
urban areas. 
In order to retrieve the contribution of different sources of income to 
urban inequality in China, the formula of the Theil's entropy measure, l(x) are 
as follows: 
/(jc) = + , jc), (6) 
where indicates the absolute contribution of the /rth source of 
income to overall income inequality. The alternative way to express the 
contribution of different income sources lists below: 
？ (7) 
/(X) 
It implicates that s'' should be a percentage ranging from 0 to In 
general, if s'' is equal to 0, the contribution from that particular income source 
k to the overall inequality, I(x), is 0; i.e. there is no impact to the overall 
inequality from that particular income source k. If s'' is equal to 1, the 
3 Few cases may be found in the empirical results that ？ being bigger than 1 or negative. As 
the total sum from all relative terms of different income sources, i.e. s " , has to be 1 (see Eqs. 6 
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contribution from that particular income source A： to the overall inequality is 1; i.e. 
that particular income source k dominates all the effect of the overall inequality, 
I(x). 
The absolute contributions s[x' ' , x) may then be retrieved as follows: 
= sk l(x). (8) 
The uneven regional development in China was one of the causes of the 
region-based inequality and this subject attracts more attentions nowadays. It is 
obvious that population and the resource of China are not evenly geographically 
distributed. The unevenness is the origin of the increasing urban inequality. In 
different regions of China, contribution of particular income source generated 
different pictures of urban inequality if we take within-regions and 
between-regions into consideration separately. Hence, s'' can be further broken 
down into a within-region component and a between-regions component: 
/ = v / + 6 � = ^ = l ^ — — ) - + ——)- (9) 
var(x) var(x) 
where is the mean income from the Ath source among the 
households in region g, which is given by: 
K 切 ’ 1，2, ... , GandA:= 1,2, ... , K 
� ' = i 
and 7); s for some k can be bigger than 1 while other s of some k are negative. If is negative, 
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And is the overall mean income from Ath source: 
I a Ng 
爪k g = l , 2 ， . . .， G a n c U = l , 2 , . . . ,火 
m^ is the mean income in region g: 
1 K Nf^ 
肌 , = ， g=l,2,...,Gandk=l,2,...,K 
1 � g k=\ /=1 
Then m is the overall mean income given by: 
I G K 
^ = , 1,2, ...,Gandk= 1,2, ...,K 
八 1 1 1 
where N is the total number of household; G is the number of regions; 
Ng is the number of households in region g. 
Solving the Eqs. (9), we can compute the relative contribution of 
within-region factor and between-region factor. If within-region factor, , is 
larger than between-region factor, Z/, for relative contribution of certain income 
source k, i.e. / , that means the within-region factor exerts more effect on the 
inequality caused by that kind of income than the between-region factor does. 
it means that income from particular source k has equalizing effect on the total inequality. 
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2.2.2 Limitation 
One of the major contributions of this study is to evaluate the 
contributions of different income sources to overall inequality by decomposing 
the overall inequality into its between-regions and within-regions contributions. 
Referring to Eqs. (9), in the computation of relative contribution of Ath source of 
income to overall inequality, a population share {Ng/N) of gth region is 
involved. Theoretically, this ratio should not change over the studied years. 
However, the number of sample households of our data set in some regions 
varied over the studied years (see Table 1). For example, number of sample 
households of Beijing is 200 and 100 in 1988 and 1989 respectively. According 
to Eqs. (9)，the weighted average effect contributed by population share {Ng/N) to 
/ of Beijing nearly doubles in 1988 comparing to 1989. Different sample size of 
households may lead to inaccuracy of s � A l t h o u g h all plausible sample 
households' data in our data set have been applied to computation, the above 
error is hard to eliminate for a given data set. 
Besides, the accuracy of the empirical results in the next Chapter 
definitely relies on the quality of the raw data. Limitations for the data exist as 
some scholars have suspected statistic data collected by SSB. Because of limited 
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information, certain consequences of these changes on the degree of inequality in 
post-reform China could not be estimated (Khan, Griffin, Riskin and Renwei, 
1993). They argued that the urban income would have been underestimated due 
to the incomplete accounting of subsidies, especially subsides on public housing; 
limited grant and budget for the research scheme; and the neglect of the rental 
value of owned housing. All these biases may lead to inaccuracy of the income 
inequality discussed in the next chapter. 
Moreover, the influence of the so-called "floating population" has not 
been reflected in the regional disparity. Howes (1993) argued that this floating 
population might account for as much as 20 percent of the urban population. 
Floating population refers to the rural surplus labor that works temporarily in 
urban areas. They are highly mobile even though they are restricted by the 
governmental migration control. Since rural labor could hardly obtain the urban 
resident certification, they lied outside the urban welfare securities, such as 
housing subsidies and health insurance. Howes (1993) suggested that the 
inclusion of the floating population increased urban income inequality. 
Unfortunately, the data set of this paper only concerns the non-floating urban 
households. 
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Housing subsidy is another issue that received attentions to a certain 
extend although it is not included in our data set. Under the SSB income 
definition, both housing subsidy and rental value of owner-occupied housing are 
excluded. Housing subsidy policy differs substantially in urban and rural regions. 
Except private homeowners, government subsidizes all urban households' 
housing expenditure. On the contrast, rural households are responsible for their 
own housing expenses. In order to avoid the inadequacy of the data, this paper 
does not consider the urban income without counting the effect of housing 
subsidy. 
Lacking of information on floating population and housing subsidy may 
hinder the transparency of the data set to a certain extend and eventually may 
weaken the conclusion drawn from the corresponding empirical results. Bramall 
(2001) further argued that that few major flaws existed in the survey data under-
or over-estimating the degree of urban inequality measured. The ignorance of the 
majority of private entrepreneurs, the floating population and illiterate 
households leads to an underestimation of the true urban inequality. On the 
contrast, the exclusion of subsides also cause overestimation. Without 
consideration on the differences on the regional price, the situation becomes 
more complicated. He further criticized that the existing survey data could not 
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accurately explain the inequality. His argument appears to be reasonable but not 
well supported. Further investigations are welcome to investigate these 





As mentioned before, the overall urban inequality is analyzed in terms of 
contributions of different income sources. Effort will be made with an attempt to 
address the factors which contributed to the changes of urban income inequality 
in China in the second half of the 1980，s in the following three aspects: namely 
the overall trend of urban income inequality in China; the composition of 
different income sources; and the main accounts for the overall urban inequality. 
The data set collected by the Urban Household Survey Team of the State 
Statistical Bureau contains detail information on different sources of cash income 
received by each household monthly from 1988 to 1991. In order to tackle the 
above three research areas, 16 selected household incomes are grouped into five 
broader categories. On the other hand, 29 provinces of China are arranged into 
seven major regions'^. Overall urban inequality (Theil Index) of 29 provinces is 
computed in Table 2 and household monthly cash incomes from five income 
categories of all provinces are presented in Tables 3. The urban income 
4 We follow the practice in (J.A. Bishop, J.P. Formby and B. Zheng, 1996) and categorize all 
provinces into seven major regions: Greater Beijing, Greater Shanghai, Greater Guangdong, 
Northeast, Central, Southwest and Northwest. 
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inequality decomposition results of the Chinese provinces in term of spatial units 
have been calculated and shown in Table 4. The decomposition of income 
inequality of 26 provinces^ with cities as subregions is summarized in Tables 
5-30. Tables 5-30 are divided into two parts. Part A reports the relative 
contribution, within-region and between-region contributions of different income 
sources, i.e. and k=l, 2, ... ,16. Part B describes the absolute 
contribution of the income sources, i.e. w^I(x) and b''I(xf. In addition, 
figures (income sources combined into five categories) corresponding to Tables 
4-30 are presented in Figures 1-27. 
3.1 Trend of Urban income inequality in China, 1988-1991 
First research question in this paper is whether the continuity of the 
reform triggered the increase of the income inequality from 1988 to 1991. The 
Theil Index for the Chinese economy and her provinces are summarized in Table 
2. 
For China as a whole, the Theil index of 1988 is 0.1272 while it becomes 
5 Beijing, Tianjin and Shanghai are not included in this part of computation since these three 
municipalities are counted as one unique city in the household data survey. As Hainan is 
recognized as province since 1989，decomposition of income inequality into spatial units is 
missed in 1988. 
6 Please refer to Chapter 2, Data and Methodology. 
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1.8155 in 1991. Clearly, the available statistics suggest that the urban income 
inequality of China rises significantly along with the increase of total real income 
throughout the period of investigation. 
However, if the focus were directed to any single region or even 
particular province inside the region, a different picture will be found. Not all 
major regions show identical pattern. Figures in single region do not show the 
same trend as the statistics of the country as a whole. Uneven development and 
regional inequality in China since the reform in 1978 are important issues in 
many studies (Tsui, 1996; Chen, 1996; Bishop, Formby and Zheng, 1996; Tsui, 
1998; Yao and Zhu, 1998; Khan and Riskin, 1998; Kanbur, 1999; Lee, 2000). 
These two obstacles hinder the future development of China even though reforms 
have carried out. For the problem of uneven regional development, 
coastal-privileged policy should be blamed. The coastal regions were given 
various privileges, such as tax exemption, local autonomy in decision-making, 
and flexible land property management policy (Yao and Zhu, 1998). 
As shown in Table 2, Greater Guangdong region, the most developed 
economic region, is the only area that tends to have increasing income inequality 
among the coastal regions. The index of Hainan and Guangdong rises obviously 
over the studied period; especially for Hainan. Hainan's index is doubled at the 
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final stage of the data collection. Fujian is an exception. Her income inequality 
remains the same level throughout the whole period of time. Nevertheless, other 
studied areas undergo changes with time. In general, the income inequality of 
those component provinces goes through changes. Some shows upper tendency 
while others' figure drops. In Greater Beijing, Tianjin has tremendous inequality 
as the value of the index nearly doubles from 0.0483 to 0.0880. Hebei also gains 
a slight increase. In the contrast, the remaining provinces (i.e. Beijing and 
Shangdong) decline slightly. Surprisingly, Greater Shanghai also exerts falling 
trend in income inequality while Jiangsu and Zhejiang reduce over 14% from 
1988 to 1991. Last but not the least, the figure of Shanghai shows a slight 
reduction from 0.1733 to 0.1540. 
In Northeast region, Liaoning is the only province, which has a tiny 
increase in income inequality. On the contrast, Heilongjiang and Jilin inequality 
indexes drop drastically. In both cases, the fluctuation is notable which exceeds 
19%. 
Central region includes both less developed (poorer) provinces and highly 
developed (richer) provinces. Consistent falling index tendency can be noticed. 
All provinces except Hubei are recorded a decline on the index while Anhui and 
Shanxi have a significantly decrease (53% and 34% respectively). Index of 
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Hubei, however, increases slightly at 2%. 
Southwest and Northwest districts are underdeveloped regions compared 
with the rest of China. The patterns of income inequality of provinces within 
Southwest region are diverse. Both Guangxi and Guizhou experience a huge 
drop in the index (26% and 31% respectively). On the other hand, Yunnan 
decreases a little (12%) and Sichuan shows a much moderately increase (6%). In 
Northwest region, half of the provinces demonstrate a decrease in income 
inequality while the remaining provinces experience an increasing inclination. 
The degree of ascendancy is mild for the component provinces except Ningxiz 
and Inner Mongolia. The former has over 18% decreases while the later increase 
over 22% respectively. 
In general, 9 out of 29 provinces are urban areas with seriously inequality 
problems while the others exhibit a trend of egalitarian. In most cases, the extent 
of fluctuation over the studied period is only mild. 
It is logically correct to predict that some provinces, for example Greater 
Guangdong, as the frontfont of the reform, develop in much faster pace in 
economic reform along with high rising income inequality. Wage levels in 
different regions are different. For example, bonus income from state-owned 
units in coastal regions is larger than that in inland. However, the case of 
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Shanghai, which has a slight decrease in inequality, represents a dilemma, as a 
negative correlation seems to exist between the income inequality and the 
economic development. The reduction of income inequality of the majority 
provinces can be explained. It is related to that the urban economy was in the 
middle process in development (less wage level difference from different income 
sources). Further, the economic reform and the maintenance of various subsidies 
from the government to the urban households are part of the reasons. 
3.2 Composition changes in different income sources 
This section is concerned about the changes of the selected income 
sources in different provinces over the period. Tables 3 exhibits the five different 
income categories of the overall total income in urban China. 
According to Table 3，standard fixed wage from state-owned units (al-a5) 
still acts as a major component of the urban household income sources in China. 
Income from state-owned units, which occupies over 70% of total income, 
increases from 556 (yuan, same as follow)^ in 1988 to 628 in 1991. Income from 
collective-owned units (bl-b5) serves as the second large urban household 
income source. It decreases slight from 119 in 1988 to 110 in 1991 and the 
7 See Table 3 for details. 
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contribution to total income also reduces from 15% in 1988 to 13% in 1991. The 
value of income from private and individual enterprises and property earnings is 
not big enough to be significant comparing with the other income sources. They 
only account for less than 2% of total income. The last major component of 
urban income sources is transfer income. This component shows a relatively 
steady increasing trend and contributes over 11% to the total income in the 
period. 
Although the economic reform has been carried out for 10 years, the 
urban household income still apparently relies on wage from state-owned units. 
Thus, the economic reform has not destructed the dominance of the state-owned 
enterprises in the economy. And the private sectors' status remains unchanged in 
the economy at that time. 
Table 3 also displays the provinces' income sources in seven major 
regions from 1988 to 1991. In Greater Beijing, similar pattern of income 
distribution of China as a whole is observed. Total real income increases 
significantly. Wages from state-owned units are still the prevailing income 
sources (Beijing, 73%; Tianjin, 67%; Hebei, 73% and Shangdong, 72% in 1991). 
Its contribution to overall income also increases notably in Beijing, Tianjin, and 
Shangdong while Hebei remains at the same level from 1988 to 1991. Wages 
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from collective-owned units also should not be ignored, even though this 
component decreases in terms of real income. Its contribution to total income 
also decreases moderately. Income from private and individual units and property, 
again, is insignificant to the contribution of the total income. Nevertheless, 
transfer income in Greater Beijing becomes the second large income component 
and contributes one-tenth to one-fifth of the total income. 
In Greater Shanghai, similar pattern of income distribution can be found 
in Jiangsu and Zhejiang. Although income from state-owned units is still the 
most vital portion of the total income (61% and 62% respectively), total income 
increases over 6% and 8% respectively from 1988 to 1991. Income from 
collective-owned units, the second large income component, reduces its effect 
steadily in terms of the total income. Transfer income is the third important 
sources of income and it rises slightly. The possessions of income from private 
and individual units and property are not worth mentioning. In Shanghai, two 
different features can be distinguished from the former two provinces. First, 
although income from state-owned units takes up about 65% of the total income, 
its contribution decreases constantly from 1988 to 1991. In addition, real income 
from this income sources falls from 823 in 1988 to 738 in 1991. Second, transfer 
income overwhelms the contribution from collective-owned units. It becomes the 
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second large income source in Shanghai. 
In Greater Guangdong, total real income boosts significantly, especially 
for Guangdong. Nearly 50% increase is recognized in this region. Wages from 
state-owned units still dominate the income sources (Guangdong, 67%; Fujian, 
71%; and Hainan, 78% in 1991). The fluctuation of this income source is only 
mild. Second important income source in Guangdong and Fujian comes from 
collective-owned units though it shows a decreasing trend. However, the 
contribution of transfer income to total income is larger than that of 
collective-owned income in Hainan. Transfer income, which is an again 
important income source, contributes about 10% on average of total income in all 
three provinces. From 1988 to 1991, fluctuation on transfer income is small. 
Moreover, income from private and individual units and property is not 
noteworthy at all. 
In Northwest region, total real income increases slightly except Liaoning. 
Wages from state-owned units again are the main income sources (Liaoning, 
64%; Jilin, 75%; and Heilongjiang, 71% in 1991). Changes of income 
distribution are nearly the same in Jilin and Heilongjiang. Income from 
state-owned units, which is the most important portion of the total income, 
remains unchanged. Its contribution to total income shows a slight increase. 
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Income from collective-owned units, the second large income component, 
decreases dramatically on the contribution to total income. Transfer income is the 
third important source of income and increases mildly in the contribution of total 
income. In Liaoning, although income from state-owned units contributes about 
64% of the total income, its contribution decreases continuously from 1988 to 
1991. Real income from this income source decreases from 551 in 1988 to 523 in 
1991. Besides, income from collective-owned units, as the second large income 
source, occupies an extraordinary high portion of total income. It takes over 20% 
in each year. The effects of income from private and individual units and 
property are again insignificant. 
In Central region, component provinces can be classified into two groups. 
For the first group, Shanxi and Anhui, income of state-owned units is the largest 
income source among the total income (70% and 66% respectively), but its 
contribution to the total income decreases over time. Income from 
collective-owned units, as the second large income component, decreases a bit 
regarding the contribution of total income. On the contrast, in Shanxi, real total 
income increases. Total real income decreases dramatically in Anhui. Transfer 
income is the third important sources of income and it increases slightly in the 
contribution of total income. Concerning about the second group, Jiangxi, Henan, 
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Hubei, and Hunan, income from state-owned units is still the largest (77%, 73%, 
75% and 74% respectively), but its contribution to total income increases over 
time. Income from collective-owned units, which accounts for the second large 
income component, decreases on the contribution of total income. On the other 
hand, the contribution of transfer income to total income decreases in Jiangxi and 
Hunan while increases in Henan and Hubei over the studied period. In all cases, 
the effects of income from private and individual units and property are again 
trivial. 
Income from state-owned units contributes a largest portion in total 
income in all Southwest provinces (Guangxi, 78%; Sichuan, 70%; Guizhou, 79% 
and Yunnan, 79%). However, this component reveals a downward inclination 
over time in all the Southwest provinces except Guizhou. Further, income from 
collective-owned units is the second large income source again, shows a decrease 
in all cases except Yunnan. Also, the contribution of transfer income to total 
income exerts an upward trend over time in all Southwest provinces except 
Yunnan. Nevertheless, the contribution of income from private and individual 
units and property is again unimportant. 
In Northwest region, Qinghai is the only province, which the real total 
income decreases in the period. For the income from state-owned units, its 
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contribution to total income is expectedly large in all provinces (Ningxia, 79%; 
Xinjiang, 83%; Shaanxi, 78%; Gansu, 77%; Qinghai, 81%; and Inner Mongolia, 
75%). Nonetheless, this component rises over time in all provinces of Southwest 
region except Gansu and Qinghai. Additionally, transfer income becomes the 
second large portion of the total income rather than income from 
collective-owned units. In general, a decreasing trend of this component can be 
observed with its contribution to total income, except Gansu and Ningxia. 
Income from collective-owned units, on the other hand, goes up in Qinghai, 
Xinjiang and drops in Ningxia, Shaanxi, Gansu and Inner Mongolia. Income 
from private and individual units and property does not contribute much to the 
total income. 
Without doubt, economic reforms have brought distinguishable 
achievement on improving the living standards of citizens in China. The 
empirical results illustrate above reassure this point of view in the stand that the 
real total income of urban household does increase from 1988 to 1991 (the only 
exceptional cases are Anhui and Qinghai). To summarize, among the five income 
categories chosen, income from state-owned units, which is the only dominant 
component, engages over 70 % of total income in most cases. Thus, evidence 
shows that state-owned units are the major economic units. Additionally, the 
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proportion of income from state-owned units to total income exhibits an upward 
trend in 18 out of 29 provinces. Income from collective-owned units and transfer 
income are the second and third important income sources in most cases 
respectively. It is a misfortune that income from private and individual units and 
property is found insignificant in this study. 
3.3 Major factors contributed to the income inequality 
The third research question of this paper is to pinpoint the major factors 
and their impacts to the income inequality. Hence, we are going to examine the 
relative contribution of each source of incomes. Table 4 provides information for 
the result of decomposition of urban income inequality, i.e., v / and b\ in 
China as a whole. According to Table 4 (see figure 1), the relative contribution of 
incomes from state-owned units to the overall inequality is obviously the leading 
figures over the period. It explains nearly 74% of the urban inequality in 1988. 
Although its relative contribution diminishes over time, it still covers 69% of the 
total urban inequality in 1991. However, its relative between-province 
contribution nearly doubles over the period despite of the slight decrease of its 
relative within-province contribution. In the aspect of collective-owned units, its 
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relative contribution presents a mild expansion from 9% in 1988 to 11% in 1991. 
Within this factor，the between-province contribution increases notably from 
15% in 1988 to 25% in 1991 while the within-province contribution remains at 
same level over the period. The contributions of private enterprises and property 
occupy only several percent of the overall inequality. Their effect is not salient. 
Concerning the contribution of the transfer income, its relative portions 
(including v / and b'') to the overall inequality do not vary at a notable extent 
from 1988 to 1991. 
Tables 5-30 (also refers to figures 2-27) show the relative contributions of 
different income sources in all provinces with cities as subregion. The followings 
are the details comparison of seven major regions: 
In Greater Beijing region, the contributions of income from state-owned 
units dominate over other incomes in both Hebei and Shangdong (see figures 2 
and 13), namely 66% and 83% respectively. However, in Hebei, these relative 
contributions descend from 82% in 1988 to 66% in 1991. Along with this 
reduction of income contributions from state-owned units, the relative 
between-city contribution increases notably from 6% in 1988 to 9% in 1991. On 
the contrast, the relative within-city contribution minimizes over time. The 
contributions from collective-owned units are inequality-reducing as shown by 
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the negative corresponding values of /，but the magnitudes are very small. The 
contributions from transfer income grow at a noticeable speed while the 
contributions of private enterprises and property are too small to be significant. 
In Shangdong (see figure 13), the relative between-city and relative within-city 
contributions of income from state-owned units also decline in a certain extent. 
The relative contributions from other four income sources are relatively minor 
comparing to the former component. 
In Jiangsu and Zhejiang (see figures 8 and 9) of Greater Shanghai region, 
the contributions of income from state-owned units are ascendant over the others 
income sources in overall inequality. In both cases, it is a result of the increasing 
relative within-city contributions. In Jiangsu, the contributions of income from 
collective-owned units and transfer income condense because of the decrease of 
the corresponding within-city contributions. Both the contributions from private 
enterprises and property have little influence on the overall inequality. In 
Zhejiang，the contributions from private and individual units go up dramatically 
from 5% in 1988 to 17% in 1991. This increase is mainly owing to the 
enlargement of the corresponding relative within-city contributions. The 
contributions from income of property and transfer also exhibit a very small 
effect on the overall inequality. 
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In Guangdong (see figures 17) of Greater Guangdong, the relative 
contributions of state-owned incomes decline nearly one-third because of the 
large decline of the relative between-city contribution. Both the contributions 
from income of collective-owned units and private enterprises rise over time. For 
private enterprise, the corresponding value of / escalates obviously. In Fujian 
(see figure 11), the contributions of state-owned units income decrease from 85% 
(1988) to 64% (1991). This substantial decline is again mainly caused by the 
regression of the corresponding relative within-city component. Nevertheless, the 
income from collective-owned units is reducing. In Hainan (see figure 19), 
transfer income is found as inequality reducing in 1989 but becoming inequality 
increasing in 1991. The contribution of income from state-owned units to overall 
income increases substantially because of the progress of corresponding relative 
between-city component. On the contrast, the contributions of income from 
collective-owned unit drop over two-third from 1988 to 1991. 
In Liaoning (see figure 5), the Northeast Region, the relative 
contributions of state-owned incomes decrease dramatically from 90% in 1988 to 
76% in 1991. It is because the substantial decline of the corresponding relative 
within-city component. Nonetheless, the contributions of transfer income 
increase notably from 2% in 1988 to 15% in 1991. Again, this increase is mainly 
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caused by the increase of the corresponding relative within-city component. In 
Jilin (see figure 6), the contributions of income from collective-owned units and 
private enterprises also experience a substantial decline. The contributions of 
income from state-owned units and transfer income, however, increase from 61% 
in 1988 to 74% in 1991. And it is due to the intensification of the corresponding 
relative within-city component. In Heilongjiang (see figure 7), income from 
private enterprises exhibits a large upsurge from 2% in 1988 to 11% in 1991 
among the contributions to the overall inequality. Within this income category, 
however, the relative within-city component is inequality increasing while the 
relative between-city component is inequality reducing. For income from 
state-owned units and collective-owned units, both contributions to overall 
inequality decrease over the period. 
In Shanxi (see figure 3) of Central Region, the contributions of income 
from state-owned units decrease from 78% in 1988 to 55% in 1991. However, 
transfer income doubles the contributions and accounts nearly 40% to the overall 
inequality. The influence from the remaining income sources is insignificant. In 
Auhui (see figure 10), the contributions of income from state-owned units and 
collective-owned units grow over the period. In both cases, the corresponding 
relative within-city component increases while the corresponding relative 
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between-city component decreases. 
In Jiangxi (see figure 12)，the main contributions to the overall inequality 
come from income of state-owned units. It expands from 65% in 1988 to 82% in 
1991. However, the contributions of transfer income reduce at about one-half of 
the overall inequality because of the decrease of the corresponding relative 
within-city component. In Henan (see figure 14), the contributions of income 
from state-owned units escalate from 64% in 1988 to 69% in 1991. It is 
attributable to the increase of the corresponding relative between-city component. 
The second large component, transfer income, occupies 24% of the total 
inequality. It remains at the same level over the period. In Hubei (figure 15)，for 
income from state-owned units, its contribution rises from 67% in 1988 to 79% 
in 1991. The increase is caused by the expansion of the corresponding relative 
within-city component. On the contrast, the contributions of income from 
collective-owned units exhibit a substantial decline as a result of the falling off of 
the corresponding relative within-city component. In the last province of Central 
Region, Hunan (see figure 16), income from state-owned units still takes over the 
contribution and accounts for about 85% of the total inequality over the period. 
Other income sources only contribute at a quite small extent. 
In Guangxi (see figure 18) of Southwest Region, the contributions of 
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income from state-owned units increase from 71% in 1988 to 80% in 1991. 
However, the contributions of transfer income diminish to about two-third in the 
overall inequality. Similar contributions distribution is found in Sichuan (see 
figure 20). The contributions of transfer income reduce over 50% from 1988 to 
1991 in Sichuan. In Guizhou (see figure 21), the state-owned income increases 
from 72% to 85% over the studied period. Thanks to the increase of the 
corresponding relative between-city component rather than within-city 
component, the figure increases. On the contrast, in Yunnan (see figure 22), the 
contributions of income from state-owned units decrease from 87% in 1988 to 
79% in 1991. For the income from collective-owned units, its contributions raise 
nearly 70% from 1988 to 1991. 
In Ningxia (see figure 26) of Northwest Region, the relative contributions 
of income from state-owned incomes increase from 58% in 1988 to 77% in 1991. 
The main cause is the increase of the corresponding relative within-city 
component. On the other hand, the contributions of transfer income also ascend 
extensively over the period. In Xinjiang (see figure 27), the relative contributions 
of income from state-owned units and transfer income also decrease while the 
relative contributions of income from private enterprises grow dramatically over 
the period. In Shaanxi (see figure 23), the only dominant contribution of income 
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to overall inequality is the income from state-owned units, which occupies over 
80% of the overall inequality over the period. In Gansu (see figure 24), the 
contributions of income from state-owned units decrease from 90% in 1988 to 
75% in 1991. On the contrast, for transfer income, its contribution to overall 
inequality doubles over the period. In Qinghai (see figure 25), though a small 
declination appears in the contributions of income from state-owned units, the 
contributions of income from collective-owned units double over the period. 
Inner Mongolia (see figure 4) is the last province that we studied, it experiences a 
substantial downward trend in the contributions of income from both private 
enterprises and transfer income. Besides, the relative contributions of income 
from state-owned incomes increase from 66% in 1988 to 83% in 1991. 
Using nationwide household income survey provided by SSB, analysis of 
the trend and its composition of the urban income inequality from 1988 to 1991 
could be generated. In addition, contributions from different income sources and 
their effects on inequality are further decomposed into between-region factor and 
within-region factor. To sum up, three research questions are concerned in this 
paper. First, has the urban income inequality increased? The empirical results 
show that the urban income inequality for China as a whole increases 
substantially, however, the individual provinces statistics are found to be 
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inconsistent compared with the figures of China as a whole. No absolute 
correlation can be drawn between the degree of economic development and the 
seriousness of income inequality. Second, Has the composition of different 
income sources altered? Among various income sources, income from 
state-owned units always acts as the dominant sources of total income. In general, 
the proportion of income from state-owned units to total income increases from 
1988 to 1991 (18 out of 29 provinces). On the contrast, income from private 
enterprises and property only occupies a very small portion of total income and 
exert little influence to the total income. Third, which factors contributed to the 
overall urban inequality? Income from state-owned units is assumed as the 
major factor contributed to the overall inequality among the five categories. This 
component accounts for 60%-90% of the total inequality. The relative 
contributions to total inequality from state-owned incomes display an upward 
trend in 14 provinces while a downward trend in 12 provinces. In general, the 
contribution of the within-city effect is much larger than that of the between-city 
effect. Moreover, in 20 provinces, contributions of income from state-owned 
units to overall inequality vary (up or down). It is mainly caused by the effect of 
within-city factor of income rather than between-city factor. 
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Chapter 4 
Discussion of Results and Policy Implication 
4.1 Discussion of Results 
In the previous chapter, the causes of change of Chinese urban income 
inequality in the second half of the 1980,s are investigated; overall urban income 
inequality is decomposed into its contributions with different sources of income. 
Further decomposition of each source of income into between-region and 
within-region factors is introduced in order to tackle our research questions. The 
empirical results show that the income inequality does increase in China (for 
China as a whole and majority of provinces). Despite the increase in real total 
household income and the diversification of income sources from various 
ownerships under the reform, income from state-owned units is eventually the 
most dominant income sources that accounts for the majority of the total income. 
Also, the overall inequality is mainly contributed from the factor of income from 
state-owned units. On the other hand, the influence of income from state-owned 
units comes from its relative within-region factor in most occasions. 
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4.1.1 The rise of income inequality 
After 1978-1984, the economic reforms took placed in agricultural sector 
and as a result rural area developed progressively. The real per capita income of 
rural population rose more than a double in 6 years (Yao and Zhang, 2001). With 
this initial achievement in the first stage of the economic reforms, the second 
stage, i.e., the non-agricultural reforms, started in 1984. Enterprise reform and 
ownership diversification were introduced into the state-owned enterprises, or 
SOEs, in order to break down the inertia from the old system of social planning 
and the idea of egalitarian distribution. Profit sharing and bonus system increased 
the responsibility of the workers and the autonomy of the managers. Ownership 
diversification, which facilitated the development of the private sectors and 
foreign investment, created a more flexible and efficient market environment. 
However, these reforms have created enormous impact on not only the income 
growth rate, but also the intensity of the inequality in the urban area (Yao and 
Zhu 1998). Our empirical findings support these arguments. According to Table 
2，we find that the income inequality in China as a whole shows a significant 
ascendance in that period. Khan and Riskin (1998) also discovered that urban 
income inequality rose sharply between 1988 and 1995. Similarly, by studying 
72 
urban households of Liaoning and Sichuan, Aaberge and Li (1997) considered 
that the income inequality increased a great deal during the 1986-1990 period. 
4.1.2 The change of income sources and the corresponding effects on 
inequality 
The local governments, especially the coastal regions institutions, 
preferred to exercise control on their own fiscal budget and local development. 
Under the open-door policy, non-state sectors (e.g. foreign, joint-venture 
enterprises) developed flourishingly. On one hand, these non-state ownerships 
established a much more competitive and diversified labor market (Yao and Zhu, 
1998). On the other hand, the non-state ownerships have modified not only the 
wage system, but also the sources of income. In the state sector, timed wages, 
non-timed wages and bonus system were used to substitute the former wage 
system. As sources of income became more diversified, workers in the foreign 
and joint-venture enterprises acquired better remunerations than those workers in 
SOEs. Gang, Perkins and Sabin (1997) claimed that the rising urban employment 
share of non-SOEs, especially privately owned businesses, has created a dynamic 
urban sector. This dynamic urban sector was polarized by the two continuums in 
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jobs of extremely high and very low payment. Liberalization of formal labor and 
wage controls has even broadened the income range of state-sector workers. 
Besides, collapse of uncompetitive SOEs in open market worsened the situation. 
Thus，numerous lay-offs workers were found in the society. Meanwhile, the vast 
influx of rural job-seekers increased the labor force at the bottom sector of the 
urban labor market, even though average urban wages continued to expand. 
Our empirical results illustrate that there are obvious and significant 
upward trends in total real income of all provinces. The findings confirm that 
urban reform policies were successful. The efficiency and profit-making ability 
of SOEs increased. Both the basic wages and bonuses for SOEs workers were 
significantly increased. Being the dominant source of the urban income, increase 
in income from state-owned units explains why the total income rose during the 
data period. However, among the five income categories, income from private 
and individual enterprises and property only occupies several percent of total 
income in most regions. Their influences are not impressive. Incomes from 
collective-owned units and transfer income are the second and third important 
income categories that contribute about 10%-20% of the total income. 
Concerning the contribution to the overall inequality from particular category, 
income from state-owned units is again the most important factor. It accounts for 
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60%-90% of the overall inequality. Similar findings are found by Aaberge and Li. 
They argued that wage earnings in state-owned units are the major income factor 
of total income and overall inequality (60%-68% and 78%-91% respectively). 
4.L3 The uneven regional development 
Under the aim of 'some people become rich first for others to follow' 
proposed by Deng Xiaoping, China was more 'opened' towards her economic 
development. Four special economic zones were set up in Greater Guangdong 
region (Guangdong and Fujian) in 1980. In these economic zones, private and 
foreign investors were encouraged by the preferential policies in terms of tax 
incentives and flexibility of employment (Yao and Zhang, 2001). 14 coastal cities 
were further opened in 1984, following with Hainan and Shanghai Pudong 
Development Zone in 1984 and 1989 respectively. Meanwhile, the Chinese 
government's earlier balanced growth regional policy was replaced by the coastal 
areas prioritizing development strategy (Gustafsson and Li, 1997). The central 
government has gradually reduced transfers from Coastal to Central and towards 
the Western regions (Knight and Li, 1995). Yao and Zhu (1998) argued that the 
preferential policies to coastal area (e.g. tax exemption, local autonomy in 
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decision making and rights to lease and sell land to foreigners) in early years of 
economic reform should be adopted in the poorer inland areas. The government 
should provide assistants to these regions to build their local economies. From 
the beginning of the reform，China government followed the objective of gradual 
liberalization rather than a quick solution - 'shock therapy'. As a result, the PRC 
began to restore new systems without any reformation on the existing institutions 
(Gang, Perkins and Sabin, 1997). The coastal privilege developing policies were 
regarded as the strategic reorganization under this notion. The special economic 
zones and coastal preferential policies permitted the coastal region to develop 
initially and acted as a model for the followers. According to Table 2, the average 
urban inequalities in Greater Guangdong Region and Greater Shanghai Region 
are higher than that of other major regions. Moreover, the total real income 
earned in coastal regions is much higher than the western regions. For example, 
in 1991, total household monthly cash income is 1523 in Guangdong while only 
853 in Sichuan. The disparity of real income and income inequality reflects the 
effects of the regional preferential policies on both coastal and inland areas. 
Tsui (1993) summarized that the intraprovincial inequality was a 
relatively important mechanism of overall regional inequality. However, the 
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interprovincial inequality was not a major source of regional inequality^. The 
disparity among the coastal, central and western regions was insignificant while 
the variance within the coastal was substantial. J. Lee (2000) used the data of 
1994 to study similar measure and he found that, since the early 1980，s, the 
dominant sources of overall inequality in output have shifted from the 
intraprovincial to interprovincial inequality. This shift includes the disparity 
within the coastal regions to the gap between the coastal and the interior regions. 
In the case of consumption, the intraprovincial inequality and the disparity within 
the coast were still playing important roles in the overall regional inequality. 
Empirical results from Table 4 show a consistency with the previous 
observations that the intraprovincial inequality (within-province factor) is the 
major source that occupies about 70% of overall inequality over the data period. 
In addition, the contributions of relative within-province component of income 
from state-owned units decrease notably from 1988 to 1991. In contrast, the 
relative between-province component of all income sources rise over the data 
collection period. These results support the arguments that the intraprovincial 
inequality is an important account for the overall inequality though the 
interprovincial inequality also shows a positive sign. 
8 Tsui's (1993) results are based on the data of 1982. The measurements of income inequality are 
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4.2 Policy implications 
Since the 1978 economic reforms, uneven distribution of income 
occurred after the reform and it modified the economy of China. China 
transformed from a highly egalitarian society into a market-oriented society with 
high level of inequality. Prime (1991) argued that the strategy of economic 
reform in China was a deliberate attempt to obtain achievement by concentrating 
resources on the places where are more suitable for development. Once the 
outward-oriented development strategy was implemented in the coastal areas, the 
disparity between the coastal and the inland regions widened. The inland 
provinces lagged behind the coastal provinces in terms of human capital 
accumulation and physical infrastructure development. And the disparity started 
to spread (Hare and West, 1999). Compounding the coastal preferential policies 
by the central government with the decentralized control on local fiscal resources 
and government expenditure responsibility, coastal region gained many 
advantages (e.g. proximity to international market, superior infrastructure and 
human capital). Nonetheless, inland provinces found themselves extremely 
difficult to compete for investment and development. The increasingly severe 
per capita gross value of industrial and agricultural outputs (GVIAO). 
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inequality between the coastal and the inland provinces became a key factor for 
the social stability and the stand stone for the further economic reform. As shown 
in the empirical results, income gap between the coastal and inland areas is huge. 
Under the fact that most urban income came from waged workers in state-owned 
units, the performance of SOEs was crucial for the wage growth. However, the 
coastal preferential policies, together with the lower level of development on 
infrastructure and market mechanism, reduced the attraction of the inland 
provinces. Thus, investment, improvement and the performance of SOEs were 
low. As a result, the income inequality extended over time. In order to alleviate 
the income inequality, policy makers should adjust the coastal preferential policy. 
The distinguishable development in coastal regions already established a good 
'model' for inland regions. It is necessary to adopt more flexible policies to the 
inland area in order to catch up with the fast development of coastal provinces. 
Government policy also plays an important role in general development 
in directing resources from the coastal to the inland areas of the country and 
creating a more elastic environment to reduce barriers on interregional 
movements of labor and capital (Yao and Zhang, 2001). Yao and Zhu (1998) 
claimed that the preferential policies to coastal area (e.g. tax exemption, local 
autonomy in decision making and rights to lease and sell land to foreigners) in 
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early years of economic reform should allocate resources to the poor inland, thus 
the inland economies could be further developed. Investments in transport, 
irrigation, education, research and other support services have to be allocated to 
the underdeveloped areas. Hare and West (1999) also stressed that improving the 
physical infrastructure, insuring continued support for the formation of human 
capital in the inland provinces, and following commitments to achieve market 
price levels were practical policies. These measures could narrow the regional 
income gaps. In order to finance the infrastructure and human capital 
investments, reform of the fiscal system should be implemented to expand the 
tax base beyond enterprises and increase central government resources. 
Redistribution of resources to inland provinces should not be neglected. 
Well-targeted large-scale infrastructure projects could be one of the solutions to 
stimulate the productivity of the existing and future township and village 
enterprises (TVEs). Hare and West concluded that the fastest way to raise income 
levels in the poorer regions is to reduce state intervention in pricing and resource 
allocation decisions. State support for infrastructure and education services 
should be considered. Well-organized infrastructure and educated work force 
attracts investment. Without well-organized infrastructure and qualified human 
capital, inland areas are hardly to be invested and the local economy cannot be 
80 
developed. As a result, the degree of diversification of ownership in inland areas 
is much lag behind than that of coastal areas. Although income from private 
enterprise only contributes a small portion total income as well as overall 
inequality according to Table 4, its relative contributions increases over 50% 
from 1988 to 1991. This implies that not only the influence of private enterprise 
in overall inequality, but also the portion of private enterprise in whole economy 
increases over time. 
The seriousness of uneven development and income inequality has drawn 
the central government's attention. The policy on developing the western part of 
China has been listed in one of the top agenda of central government. Increasing 
input on infrastructure and human capital are recognized as a vital strategy on 
facilitating economic development in the western part of China. It is a must to 
develop the non-coastal region in the long run. The measure to control of the 




We have investigated the cause and the changes in urban income 
inequality in the second half of the 1980，s by decomposing overall urban income 
inequality into its contributions with different sources of income. This paper 
provides insights into our understanding of urban income inequality of 
contemporary China. Using a national-wide data set, this paper also provides 
empirical findings to shed a light in these three research questions: Have the 
urban income inequality increased? Has the composition of different income 
sources changed? What are the major factors of the overall urban inequality? For 
the first question, we find that urban income inequality for China as a whole 
increases substantially, however, many provinces are found to have separate 
statistics that are different from figure of China as a whole. No absolute 
correlation can be drawn between the degree of economic development and the 
seriousness of income inequality. To the next question, income from state-owned 
units is found to be the dominant source of total income under every 
circumstance. In general, the proportion of income from state-owned units to 
total income increases in majority provinces. On the contrast, income from 
82 
private enterprises and property only occupies a very small portion of total 
income and exert little influence to the total income. For the last research 
question, income from state-owned units is found to be the only factor 
contributed to the overall inequality among the five categories. The relative 
contributions to total inequality from state-owned incomes display an upward 
trend in 14 provinces while a downward trend in 12 provinces. In general, the 
within-city effect is much larger than the between-city effect. Likewise, 
contributions of income from state-owned units to overall inequality are chiefly 
influenced by its relative within-city factor rather than between-city factor in 
majority of provinces. 
It is regarded that only fundamental changes in systems could alleviate 
the increasing income inequality. Current measures including 
urban-area-favorable policies on local fiscal control; migration and various 
subsidies on food and housing are not effective enough to ease the inequality 
problem. Both central and local government should put more effort to solve the 
problem of poor infrastructure and low literate level. Inequality is a very 
sophisticated problem that it cannot be solved in few years. In foreseeable future, 
income inequality would remain a serious challenge for policy makers because 
the inequality affects the future development and political stability in China. 
83 
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Table 1 
Number of Urban Households of all provinces (except Tibet) 
"mQ 1 9 ^ 1990 1991 
Beijing 200 100 200 99 
Tianjin 300 300 300 300 
Hebei 650 600 650 600 
Shanxi 450 449 450 449 
Inner Mongolia 461 500 450 498 
Liaoning 699 700 700 750 
Jilin 500 449 499 500 
Heilongjiang 647 599 650 600 
Shanghai 200 200 200 250 
Jiangsu 594 350 700 600 
Zhejiang 449 450 500 500 
Anhui 550 500 500 499 
Fujian 500 450 500 500 
Jiangxi 500 450 550 450 
Shandong 650 649 650 544 
Henan 599 600 600 600 
Hubei 649 650 649 649 
Hunan 700 700 650 649 
Guangdong 599 550 550 600 
Guangxi 499 748 498 498 
Hainan 50 100 249 199 
Sichuan 847 549 799 846 
Guizhou 299 399 400 416 
Yunnan 450 400 82 450 
Shaanxi 449 550 549 549 
Gansu 299 299 299 299 
Qinghai 300 250 299 290 
Ningxia 250 295 250 300 
Xinjiang 350 300 300 249 
China (total) 13690 13136 13673 13733 
85 
Table 2 
Overall Urban Inequality in China (all provinces except Tibet) 
Theil's entropy measures 
China 
Year China 





Year Beijing Tianjin Hebei Shandong 
0.0521 0.0483 0.0545 0.1041 
1989 0.0463 0.0716 0.0587 0.1193 
1990 0.0614 0.0679 0.0544 0.0579 
1991 0.0518 0.0880 0.0553 0.0960 
Greater Shanghai 
Year Shanghai Jiangsu Zhejiang 
0.1733 0.1392 0.1175 
1989 0.1577 0.1311 0.1243 
1990 0.0384 0.0726 0.0636 
1991 0.1540 0.1184 0.0997 
Greater Guangdong 
Year Fujian Guangdong Hainan 
0.1192 0.1390 0.0822 
1989 0.1273 0.1682 0.1220 
1990 0.1019 0.1488 0.1253 
1991 0.1162 0.1443 0.1555 
Northeast Region 
Year Liaoning Jilin Heilongjiang 
F ^ 0.0991 0.1239 0.1426 
1989 0.1752 0.1229 0.1308 
1990 0.0493 0.0644 0.0807 
1991 0.1096 0.0979 0.1146 
Central Region 
Year Shanxi Anhui Jiangxi Henan Hubei Hunan 
1988 0.1733 0.2309 0.1273 0.1320 0.0998 0.1296 
1989 0.1095 0.1257 0.1303 0.1428 0.0983 0.1947 
1990 0.0940 0.0753 0.0694 0.0836 0.1089 0.1408 
1991 0.1143 0.1092 0.1150 0.1111 0.1015 0.0999 
Southwest Region 
Year Guangxi Sichuan Guizhou Yunnan 
1 9 ^ 0.1159 0.1355 0.1597 0.1091 
1989 0.1109 0.1345 0.1305 0.0998 
1990 0.1270 0.1412 0.1281 0.1067 
1991 0.0860 0.1262 0.1093 0.0952 
Northwest Region 
Year Ningxia Xinjiang Shaanxi Gansu Qinghai In. Mongolia 
0.1173 0.1281 0.1221 0.1382 0.1023 0.1069 
1989 0.3308 0.1356 0.1257 0.1143 0.1164 0.1664 
1990 0.1103 0.1341 0.1228 0.1339 0.1020 0.1134 
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